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Targeting Resources to Those Who Need Help Most 
 

Standard Prescription Drug Benefit 
 

• The Medicare Modernization bill creates a prescription drug benefit for beneficiaries.   The bill 
includes a front-end benefit that covers 80 percent of drug costs through $2,000 after the 
beneficiary pays a $250 deductible.   

• After the beneficiary spends $3,500 out-of-pocket, all costs are covered.  This ensures those 
seniors with the highest drug costs are protected against catastrophic expenses. 

 
Catastrophic Protection Against Extraordinary Drug Costs 
 

• Most individuals would have a $3,500 catastrophic protection threshold.  For those with higher 
incomes, the catastrophic limit would be raised gradually to reflect their greater ability to share 
costs. 

• For individuals with incomes above $60,000, and married couples with incomes above 
$120,000, the catastrophic would equal 5.8 percent of the beneficiary’s income. 

• The $3,500 catastrophic stop-loss begins phasing up at $60,000 until a beneficiary’s income 
reaches $200,000, where the stop-loss is capped at $11,600.  For example, a beneficiary with 
$100,000 in income would have a $5,800 catastrophic benefit.  Income limits are indexed for 
inflation. 

 
Who Is Affected 
 

• 95 percent of Medicare beneficiaries would be unaffected. 

• Fully 62 percent of seniors either don’t file a return, or have no tax liability.  These individuals 
would automatically default to the lower catastrophic benefit as well as all others with incomes 
less than $60,000 for an individual or $120,000 for a couple. 

 
Benefit Administration 
 

• The Internal Revenue Service (IRS), subject to stringent privacy protections, would share data 
with the Centers for Medicare and Medicaid Services (CMS) to identify the small percentage of 
beneficiaries that exceed the income threshold. 

• Medicare would then notify the Prescription Drug Plan and the individual of their catastrophic 
benefit threshold, which would be administered by the plan.  Once an individual hit the 
threshold, the plan would pay 100 percent of drug costs. 

• Those who do not file are assumed to be low-income and would get the lowest catastrophic 
threshold with the most protection. 

• Individuals could present more recent income information in order to get the appropriately 
lower catastrophic threshold or to recoup prescription drug expenses they should have received.  
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